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State Plan under TitleXIX of the Social Security Act 
State:Massachusetts 

Institutional Reimbursement 

Methods Used to Determine Ratesof Payment 
for Non-State-Owned PsychiatricHospital Services 

I. GeneralDescription of PaymentMethodology 

The following sectionsdescribe the methods and standards utilizedby the Division of Medical 
Assistance (Division)to establish rates of paymentby contract for services renderedby Non-
State-Owned Psychiatric Hospitals and Substance Abuse Treatment Hospitalsto patients entitled 
to medical assistance underM.G.L. c. 118E, 0 1et seq. The rates described herein are effective 
October 1,2002. These rates of paymentdo not apply to Recipients who are enrolled in the 
Division’s Behavioral Health Plan. 

(1) The Division has established a comprehensive statewide inpatientper diem rate for all 
participating psychiatric hospitals covering both routine and ancillary services providedto 
inpatients. The Division derivedthe statewide inpatientper diem rate by generating a base 
period ratefor the periodRY 1996 throughRY 1998 (upto May 1998). The base period rate 
was inflationadjusted to RY 1998 dollars and then updatedby the appropriate Medicaid 
acute inpatient update factors (SPAD inflation factors)to generate the RY2003 rate. 

(2) 	 An all-inclusive Administrative DayPer Diem Rate (ADRate) is established for 
psychiatric hospitals for each Administrative Day.The AD Rate is based on the Medicaid 
acute inpatient administrative dayrate and is comprised of a baseper diem payment and an 
ancillary add-on ratio. The baseper diem payment is the median calendar year 2000 
nursing home rate for all nursing homerate categories, as determined by the Divisionof 
Health CareFinance and Policy (DHCFP). This baserate is $124.47. The ancillary add-on 
is based onthe ratio of ancillarycharges to routine charges, calculated for Medicaid-only 
eligible patients onAD status, using MassHealthclaims data for theperiod October 1, 1997 
to September30, 1998. This ratio is 0.3824. The resulting ADrate (base and ancillary) 
was then updated byinflation adjustmentsto derive theAD rate for RY2003. 

(3) 	 The Division has established a comprehensive inpatientper diem rate for a11 participating 
substance abuse treatment hospitals covering routine and ancillary services provided 
to inpatients. The Division derivedthe inpatientper diem rate by generating a base period 
rate for the period RY (up to May 1999). The base period ratewas1997through RY 1999 
inflation-adjustedto RY1999dollars and then updatedby the appropriate Medicaid acute 
inpatient update factors (SPAD inflation factors)to generate the RY2003 rate. 

JAM 3 1 2003
TN: 02-020 Effective Date: Date: 10/01/02
Supersedes:01-010 
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State Plan under TitleXIX of the Social Security Act 
State:Massachusetts 

Institutional Reimbursement 

111.Payment Methodology 

A. Non-State-OwnedPsychiatric Hospitals 

(1) Determination of Inpatient Per Diem Rate 

The InpatientPer Diem Rate is an all-inclusive daily rate paid for any and all inpatient 
care and services providedby a Non-State-Owned Psychiatric Hospitalto a Medicaid 
Recipient, with the exception of any and all Administrative Days(see Section III.B.). 
The InpatientPer Diem Rate covers room andboard,routine nursing services, ancillary 
services, psychological testing, assessments, overhead, and other services, asis the 
customary practice among similar providers. 

(a) SourcesData 

(i) 	 Base Period. The RY 1998 InpatientPer Diem Rate was calculated using 
payments and Inpatient Days reported on Medicaid Psychiatric hospital 
claims data during the period RY 1996 through RY1998to May 1998). 
These are the same claims data that wereused in the calculation of rates 
for RY 1999.Thebase period was specifiedasMedicaid payments made 
during this same period, RY 1996 through May 1998 Claims data and bed
days for Medicaid recipients enrolledin the Division’s Behavioral Health 
Programare not included. 

(ii) Update Factor. The Base Periodamountsare adjusted for inflation from 
the Base Period through RY2003 using a composite index called the 
SPAD inflation factor.This adjustment factoris calculated annuallyby 
the Division of HealthCare Finance and Policy (DHCFP) andis based 
on a blend of theCMS PPS Hospital Market Basket the 
Massachusetts Specific Consumer Price Index(MACPI). The SPAD 
inflation factors usedto update the base periodare 1.90% for RY 1999, 
1.43% for RY2000,2.00% for RY2001, 1.152% for RY2002, and 
2.226% for RY2003. 

JAN 3 I 2003 
TN: 02-020 ApprovalDate: Date:10/01/02Effective 
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State Plan under Title XIX of the Social SecurityAct 
State:Massachusetts 

Institutional Reimbursement 

(i) Efficiency Standard. Under the former PaymentOn Account (PAF) 
payment system,there were no incentives for efficiency since Medicaid 
paid a percentage of Non-State-owned Psychiatric Hospital charges, and 
these chargeswere deregulated under state law.A 95 percent adjustment 
factor to the base statewide rate Thisis used as an incentive for efficiency. 
is the s a m e  efficiency adjustment factor that has been by Medicarein 
setting paymentfor its managed care enrolleesunder the adjusted average 
per capita cost(AAPCC) payment system. 

(b) 	 Determination of RY2003Inpatient Per Diem Rates. The Division calculated 
the base period statewide rate by taking a weighted average of payments per day 
reported on claims datafor all hospitals participating in the Medicaid Psychiatric 
Hospital program at any time during the period RY 1996-O5/1998. The weights 
were based onthe proportion ofbeddays each hospital provided under the 
Medicaid Psychiatric Hospital program duringthissame period. As an incentive 
for improved efficiency, the Division took 95 percent of the base period rateto 
yield the final proposed statewideper diem rate for RY 1998. RY 1998figures 
were then updated forinflation using the SPAD inflation factors of 1.90% for 
RY1999, 1.43% for RY2000,2.00%for RY2001, 1.152%for RY2002, and 
2.226% for RY2003. 

(2) Determination of Rate for Administrative day Patients 

A Non-State-owned Psychiatric Hospital will be paid for Administrative Days usingan 
AdministrativeDay Per Diem Rate (ADRate). The AD Rate is an all-inclusive daily 
rate paid for each Administrative Day. The AD Rateis based on the Medicaid acute 
inpatient hospital administrative day rate, and is comprised of aper diem payment 
and ancillary add-on. The baseper diem payment is the median calendar year 2000 
nursing home rate forall nursing home rate categories,as determined by the Division 
of Health Care Finance and Policy (DHCFP).This base rateis $124.47. The ancillary 
add-on is based on the ratio of ancillary charges forto routine charges, calculated 
Medicaid-only eligible patients on AD status, usingMassHealth claims data for the 
period October1,1997 to September30,1998. This ratio is 0.3824. The resulting AD 
rate (baseand ancillary) was then updated for inflation using the SPAD inflation 
factors 2.00% for RY2001, 1.152%for RY2002, and 2.226% for RY2003. The 
resulting AD rate for RY2003is $18 1.48. 
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